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Financial Highlights 


1997 
$000’s $ Per Share 

OPERATING RESULTS 

Sales 175765 107,073 

Direct profit contribution 34,764 33,707 

Net income 4,026 0.42 4,548 0.47 
CASH FLOW 

EBITDA 26,194 25,549 

Cash flow 13,477 1.40 13,262 ipo, 

Free cash flow 7,035 0.73 8,497 0.88 

Capital spending 12,266 27,831 
VALUE 

Total assets 229,168 223,123 

Return on equity 6.5% 7.6% 

Cash flow return on equity 21.6% 22.2% 
DEBT 

Debt to Total Capital 58.1% 59.1% 

Interest coverage by EBITDA 2.29% DOK 
Sales Net Income (excluding gain and loss on sale of assets) 
(millions of dollars) (millions of dollars) 
Compound Annual Growth Rate 1991 to 1998 Compound Annual Growth Rate 1991 to 1998 —_ 22.0% 
Cash Flow Free Cash Flow 
(millions of dollars) (millions of dollars) 

Compound Annual Growth Rate 1991 to 1998 13.5% 


Compound Annual Growth Rate 1991 to 1998 


Operational Highlights 


National Distribution Network 


DISTRIBUTION HUBS 


Focuses on national distribution of chilled or frozen packaged 
goods through four strategic distribution centers located in 
Montreal, Toronto, Calgary and Vancouver. The National 
Distribution Network (NDN) solution integrates warehousing 
and transportation services to provide innovative distribution 
programs that meet the specific needs of each customer. 


1998 OBJECTIVES 


a Attract NDN customers for new facilities in Calgary 
and Toronto. 

a Strengthen the network by fully integrating transport services 
within the four key distribution hubs in Montreal, Toronto, 
Calgary and Vancouver. 

m Expand Direct Store Delivery (DSD) programs. 

a Increase transportation share. 

a Improve productivity and service levels. 


Lciveus 


= Achieved 80% capacity levels at new facilities, well ahead 
of plan. 

m Attracted key customers in line with NDN strategies, and 
achieved record revenue levels at hub facilities. 

= Completed NDN restructuring to fully integrate warehousing 
and transport service delivery. 

m Launched a customer partnering program to enhance 
service levels. 

mw Launched a productivity program designed to enhance service 
levels and lower costs. 


| 1990 NN PLAN =~ 


a Refine product mix within NDN facilities to optimize 
space utilization. 

m Investigate new opportunities for profitable growth through 
partnering with customers and employees. 

a Identify additional value-added services in response to 
customer needs. 

= Refine process flow and Standard Operating Procedures 
(S.0.P.’s) to gain further operating efficiencies and enhance 
service levels. 

= Implement comprehensive training program focused on 
continuous improvement. 

= Implement Hazards Analysis Critical Control Points (HACCP) 
within NDN facilities. 
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PACKAGED GOODS CENTERS COMMODITY CENTERS 


Focuses on the traditional handling, storage and order 
assembly services for the packaged foods sector. There is an 
opportunity for many of these customers to utilize new NDN 
services as their business needs and strategies change. 


= Introduce packaged foods business into commodity 


centers to feed distribution hubs, and offset seasonal shifts 

in business. 

Increase productivity and lower costs. 

Partner with customers to achieve efficiencies through inbound 
and outbound scheduling. 


Achieved consistently high inventory levels at many centers, 
contributing to record revenues. 

Achieved better mix of seasona! and year-round products by 
securing new packaged goods business. 

Launched partnering program to enhance service levels while 
gaining operating efficiencies. 

Launched a productivity program designed to lower costs. 


Leverage the strength of the network to create value for our 
packaged goods customers utilizing NDN services. 

Secure the right incremental business to offset seasonal 
inventory peaks and valleys. 

Refine process flow and implement Standard Operating 
Procedures (S.0.P.’s) to gain further operating efficiencies and 
enhance service levels. 

implement comprehensive training program focused on 
continuous improvement. 


Focuses on more traditional public refrigerated warehousing 
services including commodity storage, specialized freezing, 
processing and transport services. Historically, the focus has 
been on agricultural products and fish. These facilities are 
also available to store and feed packaged goods into the 
NDN system. 


Optimize facility utilization by closely monitoring crop 
conditions and capacity requirements in advance of harvest. 
Optimize freezing and storage capacity through more efficient 
scheduling of inbound products. 

Secure packaged goods business to offset the seasonality 

of commodities. 

Increase utilization of Individual Quick Freezing (IQF) capacity 
at selected facilities. 


Effectively managed the receipt of harvest commodities 
through preseason planning and customer liaison. 

Secured more year-round packaged goods business. 

Secured increased berry receipts over prior year. 

Exceeded budgeted roe herring and chum salmon storage 
volumes. 

Gained operating efficiencies through inbound scheduling. 
Renewed and secured new service agreements and leases with 
fishery customers. 

Increased IQF belt utilization. 


Partner with customers to forecast capacity requirements and 
to efficiently schedule inbound and outbound activity. 

Secure the “right” packaged goods business to offset seasonal 
inventory swings. 

Extend existing agreements to ensure stability for both 
Versacold and our customers. 

Implement Hazards Analysis Critical Control Points (HACCP). 
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Profile of Operations and Services 


VERSACOLD’S SERVICES 


Versacold’s integrated network of 23 refrigerated and frozen food Distribution Centers provides 
approximately 57.8 million cubic feet of refrigerated storage capacity, and a full range of 
temperature-controlled distribution services. From these facilities, the Company can service virtually 
any aspect of a customer’s temperature-controlled food handling needs including the storage and 
management of raw ingredients, processing and freezing, inventory management, and complete 
third party local, regional and national distribution. 


-NATIONAL DISTRIBUTION NETWORK 


logistics program design 

blast freezing 

handling and cold storage 

cross docking 

order assembly 

inventory management 

shrink wrapping 

data entry and invoicing 

freight consolidations, Less Than Truck 
Load (LTL) services 

city deliveries and Direct Store 
Delivery (DSD) programs 

on-line inventory screen access 
Electronic Data Interchange (EDI) 
complete 3rd party distribution 
services 


PACKAGED GOODS 


blast freezing 

handling and cold storage 
cross docking 

order assembly 

inventory management 
shrink wrapping 
trichinosis treatment 
stamping, stickering 
weight tallying 

container loading / unloading 
export documentation 
transportation services 


COMMODITY SERVICES 


BERRIES AND AGRICULTURAL 


Individual Quick Freezing (IQF) — 
specialized conveyor through a blast 
tunnel 

case, pail or drum freezing, handling 
and storage 

repacking into totes or cartons 
boxing services 

quality control services 

truck or container loading for export or 
delivery 

export documentation 
transportation services 


FISH & SEAFOOD 


boat unloading 

Individual Quick Freezing (IQF) — 
roe herring and ground fish fillets 
brine freezing — herring / crab 
rack freezing — salmon 

handling and cold storage 
grading 

heading and washing 

glazing 

boxing 

inspection services 

container loading or unloading 
export documentation 
transportation services 

ice sales 


Versacold’s Operations 


National Distribution Network Hubs 


= National Distribution Network 


=~ Distribution Gateways 


r-~4 Regional Distribution 


DISTRIBUTION CENTERS 


ie 


4. 


National Distribution Network Hubs 
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Leading the Way 


Versacold operates in a changing industry. An industry evolving from a simple past, to a richly 
complex future. Two and a half years ago, we faced a decision. Take charge of change, or be swept 


along by it. 


We chose to lead: with innovative new facilities, an expanded menu of services, Canada’s first and 
only fully-integrated national refrigerated distribution network, and with a new corporate mindset 
that ensures we will continue to grow and evolve with the changing needs of our customers. 


By leading the way to the future, we are leading the way to success. 


To Our Shareholders: 


It has taken two and a half years and more 

hard work than we ever anticipated, but it has 
been well worthwhile. At the close of 1998, 
Versacold is leading the way with a new model 
for public refrigerated warehousing and 
distribution in Canada, and we are implementing 
a successful formula for operating in this 
business. 


Two key strategies have brought us to this point. 


Between 1996 and 1998, our initial strategy 
guided significant investments in assets and new 
services as we created Canada’s first and only 
fully-integrated national refrigerated distribution 
network. 


In 1998, we launched a second strategy 
designed to make Versacold a low-cost service 
provider. This strategy focuses on people, 
practices, efficiency and effectiveness as we 
work to enhance the value of our network. 


What have we achieved? 


Versacold has established a leadership position 
in a fast-growing industry, and we have created 
a platform from which we hope to create 
significant value for our shareholders and 
customers. 


Great Plains Center, Calgary, AB 


FINANCIAL RESULTS 


Financial results for 1998 only begin to tell 

the story. For the year ended December 31, 1998, 
Versacold generated revenues of $117.8 million — 
the best in the Company’s history, and 10 per cent 
higher than the previous year’s $107.1 million 
level. 


Cash flow increased to $13.5 million [$1.40 

per share] from $13.3 million [$1.37 per share] 

in 1997. Direct profit contribution increased to 
$34.8 million from $33.7 million in 1997. 

Net income was $4.0 million [$0.42 per share], 
compared to 4.5 million [$0.47 per share] in 1997. 


Financial results were impacted by $1.5 million 
in costs relating to the Company’s phase two 
strategy productivity initiatives. Without these 
costs, cash flow per share would have been $1.55 
in 1998 compared to $1.37 per share in 1997, an 
increase of 13 per cent. 


Refrigerated loading dock, Great Plains Center, Calgary, AB 


LEADING THE WAY Wir ds 
DISTRIBUTION CENTERS 


When Versacold set out to build Canada’s first fully integrated warehousing and distribution network in 
1996, we knew it would take more than an expansion in size. It would require a whole new type of facility. 


Just two years later, our new distribution centers demonstrate how far we have come. Designed 
specifically to cater to the needs of packaged goods clients, both the Great Plains Center in Calgary 

and the recently expanded Walker Center in Toronto boast the latest in warehousing, transportation and 
freezer technology. Extra- -deep, multi-door refrigerated docks allow product to be transferred directly 
from an incoming truck to an outbound truck, without ever leaving the dock area. Within the warehouse, 
multi-zone temperature control, sophisticated back-up systems and 50 years of “cold” expertise 

ensure products are stored at precise and constant temperatures. When it’s time for product to move, 
wire-guided handling systems lift the operator to the product, prevent product and facility damage and 
help warehouse personnel quickly locate and retrieve the precise quantity needed. 


Our modern, integrated facilities have set the new standard for frozen and refrigerated food facilities 
in Canada. They have also supported the evolution in Versacold’s services — helping us attract and serve 
a growing list of food industry customers. 


Earnings were affected by the productivity 
program expenses of $0.10 per share, as well as 
by a $0.02 per share net gain on asset sales. When 
adjusted for both of these factors, 1998 earnings 
were $0.50 per share compared to $0.45 per share 
in 1997 before gain on asset sales, an increase of 
11 per cent. 


In addition, both cash flow and earnings 

were adversely affected by growth-related issues. 
In the period of just two months in 1997, the 
Company nearly tripled its capacity in Toronto 
and doubled its capacity in Calgary, while 
developing the capability to provide innovative 
new distribution services to customers. In mid- 
1998, we increased our capacity further with the 
launch of Walker Phase III in Toronto. The costs 
and learning curve associated with the new space, 
services, employees and customers were reflected 
on the bottom line. 


Engine room, Great Plains, Calgary, AB 


Although responsible for some short-term 

pain, Versacold’s rapid pace of growth has had 

a very positive impact on revenues. Since the 
mid-1997 launch of our new facilities and 
National Distribution program, the Company 
has been successful in attracting large new 
customers and expanding business with existing 
customers. And slowly but surely, we are seeing 
improvements in our bottom line. 


In each of the last three quarters of 1998, cash 
flow gains significantly outpaced the growth in 
revenues. These cash flow gains aggregated 

23 per cent (excluding productivity program 
costs) over 1997, on a sales revenue increase of 
10 per cent. You will find a detailed analysis of 
the results on page 16. 


THE CHANGING BUSINESS 


One of the most significant changes flowing 
from the Company’s strategies is the shift in 
Versacold’s business focus. Just five years ago, 

the majority of our revenues came from the 
processing and storage of commodity products 
like fish, vegetables and berries. Today, they come 
from frozen and refrigerated packaged foods. 


With Canada’s fisheries suffering setbacks, and 
global trade shifting certain types of agricultural 
production to other countries, we saw a clear 
need to diversify away from the increasing 
volatility and uncertainty of the commodities 
sector. Frozen and refrigerated foods offered 
compelling reasons to undertake the major 
changes such a shift in our sales mix would 
require. 


The fastest growing sector of the food 
industry, sales of frozen and refrigerated food 
products enjoy annual growth of 10 per cent in 
Canada, and currently account for more than 
$1.9 billion at retail. 


Outsourcing has added to the opportunities 
presented by this sector. Cost-conscious food 
manufacturers and retailers are discovering that 
major savings result when they focus on their 
own core business strengths and contract or 
outsource non-core aspects to independent, 
third party service providers like Versacold. 
The processing, handling, storage and 
distribution of temperature-controlled food 

is a highly specialized function, and more and 
more companies are outsourcing these services 
every year. 
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Other industry developments are also driving 
the outsourcing trend. Distribution has become 
more complicated as retailers adopt new 
inventory management systems designed to 
pull product into their stores on a “just-in-time” 
basis. For most manufacturers, the days of 
shipping a truckload of product every few 
months are gone. Distribution now involves 
moving smaller volumes of product on a more 
frequent basis. For the large national food 
companies, the daunting logistics involved in 
responding to the new distribution trends make 
outsourcing all the more attractive. 


Harbour Center, Vancouver, BC 


Versacold’s strategies have evolved with these 
trends. In 1996, we set out to build a national 
third party distribution network and make it 
accessible to all of the food industry outsourcers. 
By consolidating their products within our 
network, we saw an opportunity to create 
efficiencies and value for both customers and 
shareholders. 


Versacold was well positioned to make this move. 
Historically, as Canada’s leader in our sector in 
terms of size, we already had warehousing and 
transportation capabilities, and the beginnings of 
a national presence. Our strategy would build on 
our existing strengths to give us a strong new 
competitive advantage — provided we could be 
the first in the industry to deliver the network. 


STRATEGY ONE 
BUILDING THE NETWORK 


The first stage of our strategy, launched in 
mid-1996, focused on building the assets and 
services necessary to create a fully-integrated 
national distribution network. 


By 1997, we were undertaking the largest capital 
expansion program in our history. We built new 
facilities in Canada’s most important distribution 
markets: Toronto and Calgary. We revitalized 
existing facilities to bring them more in line with 
customer needs. At the same time, we began 
implementing internal changes that would equip 
us for distribution, starting with the integration 
of our warehousing and transportation services, 
and leading to the introduction of Versacold’s 
National Distribution Network service. 


As we moved into 1998, we had created a 
network of four modern distribution hubs in 
Toronto, Calgary, Montreal and Vancouver, 
linked by trucks, systems, and the facilities 
located outside of these four hubs. Customers 
could tap into our network to reach 80 per cent 
of Canada’s population within 24 hours. 


Canada’s food industry quickly made it clear 
they liked this new network and its services. 
Throughout 1998, Versacold progressively 
launched new programs with customers like 
Pillsbury Canada Limited and Baskins & Robbins 
Canada, and expanded business with existing 
customers like Kellogg Canada Inc., J.M. 
Schneider Inc., Costco Wholesale Canada and 
Overwaitea Food Group. 


As the year unfolded, Versacold had established 
a clear industry lead with the launch of a 
fully-integrated national distribution network, 
complete with cost efficient facilities. Others in 
the industry were well aware of the competitive 
advantage we had achieved. Some competitors 
began making token moves toward national 
distribution capabilities, but none had the size 
or strength to match our network. And we were 
already underway with a new strategy that would 
further strengthen our competitive advantage. 


"Bruce Nightengale, Harbour Center, Vancouver, BC 
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You can have the right facilities, innovative services, excellent people, and sophisticated tools. 
But when you're leading the way wi a new as for a complex oo. you fan etl come across 
barriers to effic iciency. oe 


As Versacold has evolved, we have bee constantly refi ining c our new system to mie it work better. 
Along the way, we have learned that no one is in a better position ite) recognize where © Iniproverments can 
be made than the people working within ite Oe oe 


In 1998, we implemented a program encouraging ‘employees to 5 identify banter ti to veuod se service eand 
to help us find solutions to those problems. This pro-active mind-set has already generated pe 
results — ‘improving customer service, boosting employee morale and i increasing productivity. — 


At the Harbour Center, for instance, employees used to spend hours removing divider slats bom” 
wooden pallets by hand. It was tedious work, and deployed labour that could have been better used 
directly servicing customers. Employees believed that purchasing a Pallet Tipper, a machine designed 
to do the same job in much less time, would ultimately i increase productivity. When a cost analysis - 
comparing the price of the machine with the cost of labour revealed wey were correct, Harbour eck 
its Tipper. 


“The barrier removal program has worked out very well,” says Pat Hall, Customer Service Representative 
at Harbour. “Not only has it improved the flow of work at our facility, it’s boosted employee morale. ° : 
By involving us in the decisions that directly affect our ability to do the best job we can, management has 
shown us that our opinion counts.” 


STRATEGY TWO 
PEOPLE, PROCESSES AND PRODUCTIVITY 


To secure our lead, Versacold needed to become 
more agile: anticipating the market, responding 
to our customers’ changing needs, and managing 
our day-to-day work accordingly. Providing 

the best value by keeping costs down was also 
essential. The major food companies have sharp 
pencils. 


We moved to a second strategy designed to build 
our competitive advantage by capitalizing upon 
our greater critical mass. In 1998, we invested 
$1.5 million in a program expected to deliver a 
20 per cent improvement in productivity over the 
next few years. The program involves giving 
managers the tools and training to improve work 
load planning, build better partnerships with our 
employees and customers, and instill continuing 
improvement within our operations. 


The program was launched in six of our 

centers in February 1998, extended to six more 
centers in July 1998, and to another seven centers 
in early 1999. The cost of consultants and 
related expenses was incurred during the period 
February through November 1998. 


PARTNERING WITH EMPLOYEES 


Our productivity strategy recognizes that 
people are the key to greater efficiency and 
improved service. During 1998, we launched an 
innovative new benefits program and began 
developing new reward and recognition 
programs to build employee motivation. 

We also launched a new process with employees 
designed to improve customer service and 
productivity. 


PARTNERING WITH CUSTOMERS 


At the same time, we began developing closer 
partnerships with customers, and learning more 
about their needs. For example, we worked with 
customers to identify their individual product 
delivery and pick-up habits. This led to a new 
system that ensures we have the right staff and 
equipment available when customers need them. 
Not only has this sped up our service to 
customers, it has also helped Versacold reduce 
labour costs by scheduling staff more efficiently. 


COST EFFICIENCY 


Keeping costs down is central to our strategy, 
and one of Versacold’s major costs is energy. 
During 1998, our engineers began studying how 
we can improve our processes to get more from 
each energy dollar. We have since reduced energy 
costs by 10 per cent. 


Lethbridge Center, Lethbridge, AB 


ASSET EFFICIENCY 


To ensure we are making the best use of our 
facilities, we also launched a new asset utilization 
strategy late in the year. Each of our operations 
is now coming under close scrutiny to make sure 
they are matched to the right products and 
customers and operating at peak efficiency. 

Our objective is to use every cubic foot of space 
profitably, year round. 


These are just some of the ways in which 
Versacold is working to improve productivity 
and create value for customers and 
shareholders. We are already making progress. 
By the end of 1998, the initial six centers 

that launched the productivity program had 
achieved an average 12 per cent improvement 
in profit contribution despite a negligible 
change in revenue. We expect further 
improvements in 1999. 


IMPROVED COMMODITIES RESULTS 


Results from our commodities business 

also demonstrate what can be achieved with a 
comprehensive approach. Whereas we were 
only beginning to launch productivity 
initiatives in our packaged foods business in 
1998, our commodities business was further 
along with similar strategies. 


Heading into 1998, we had offset the impact 
of dwindling fish catches in the Pacific region 
by shifting our focus towards the more stable 
berries sector, and by increasing the mix of 
packaged foods in our commodities facilities. 


We were also nearing completion of a major 
rationalization of our commodities operations. 
This involved closing one facility, refocusing 
others, and better integrating our planning of 
harvests. In addition, we had launched new 
initiatives designed to improve productivity 
throughout our commodities facilities. 


Revenues generated from our commodities 
facilities responded with a seven per cent 
increase as the year’s raspberry, blueberry 

and cranberry crops, combined with packaged 
goods business, helped offset the impact of 
continued reductions in the Pacific salmon 
fishery, and reduced potato revenues. 

Even more satisfying was a 13 per cent increase 
in profit contribution, largely stemming from 
productivity improvements and achieved 
despite the loss of our salmon processing 
business. 


The gain in profits from our commodities 
business was partially offset by the cost of 
launching an expanded partnership with one 
of our major customers. During 1998, 
Versacold invested $1 million to upgrade our 
Lethbridge, Alberta facility in conjunction with 
a $4.5 million expansion of Maple Leaf Foods’ 
adjacent operation. Designed to increase 
capacity and accommodate processing of a 
new french fry product, this project required a 
five-week shutdown and slowed production 
during the subsequent start-up period. 

The result was a temporary reduction in 
revenue and profit contribution from this 
operation in 1998, 


TAKING THE NEXT STEPS 


Versacold’s first strategy was about 
infrastructure — investing in the facilities and 
technological capabilities necessary to launch 
our national distribution capabilities. Our 
second strategy has since shifted our emphasis 
to people and practices as we work to generate 
greater value from our network. 


We will continue to focus on both strategies 
in 1999, 


A key objective will be to continue optimizing 
our network as we promote the sale of our 
integrated services. We will also continue to 
refine our efficiency and effectiveness. 


Currently, we are working on a “Best Practices” 
initiative. We are looking at every step we take, 
and identifying better ways of operating. 

As part of this process, we are documenting 
“best practices” throughout our operations. 
Later this year, we will launch an employee- 
training program to apply these practices across 
the network. 


Nineteen ninety-nine will also see us 

preparing to evolve to a third stage in our 
strategy. While our short-term focus will be 

on achieving the cash flow growth from our 
strategy one and strategy two initiatives, we 
recognize that future capital expansion will be 
necessary to sustain our competitive advantage. 


During 1999, we will put the resources in 
place to support further growth. This will 
include replacing our current credit agreement 
with a financing facility that provides the 
Company with the appropriate balance of 
expanded financial capability, flexibility and 
competitive interest rate. 


LOOKING FORWARD 


As we move into 1999, the outlook is 
positive. We are anticipating improved 
performance from our distribution centers in 
Toronto and Calgary, and we will benefit from 
full year results from Walker Phase III, an 
expansion to our Toronto facility that opened 
in July 1998. Although the potential upside in 
these areas is significant, Toronto and Calgary 
continue to move through the learning curve, 
and are not likely to perform to their full 
potential in 1999. 


We expect to see additional gains in other 
areas of our business. Our new contracts with 
some of the country’s largest food processors 
and retailers will be better established and 
delivering year-over-year gains, and we 
anticipate increased throughput at our 
Lethbridge facility. Our new productivity 

and efficiency programs will also be more 
fully implemented and delivering results. 


All of this suggests 1999 will be a better year — 
one that moves us closer to our core objective 
of creating value for shareholders and 
customers. Customers will benefit from 
improved efficiency and services more closely 
tailored to their needs. Our shareholders will 
realize higher returns as we improve our 
margins, strengthen our competitive position, 
and entrench the lead we have already 
established. 


On behalf of the Board of Directors, we want 
to thank our employees for their hard work and 
dedication. Our employees are becoming our 
partners, and they are driving our success. 


We thank our customers for their confidence 
in our services, and their input and guidance as 
we work with them to achieve our mutual 
objectives. 


We also want to thank retiring director, 

Peter Marak for his years of dedicated service. 
An officer of the Company since 1976, 

Mr. Marak served as President of Versacold 
from 1986 to 1993, and as director of the 
Company from 1993 to 1999. In recognition 
of his contributions, he will be appointed 
Director Emeritus effective May 20, 1999. 


Finally, we thank you, our shareholders, 

for your ongoing confidence in Versacold. 
As we move forward, we remain committed 
to rewarding your trust by delivering value. 


Shan Cuidacrtf 


Sam Gudewill 
Chairman of the Board 


Lionel G. Dodd 
President and Chief Executive Officer 
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Management’s Discussion & Analysis 
of Financial Condition and Results Of Operations 


BUSINESS OF THE COMPANY 


Versacold Corporation is Canada’s only national 
supplier of public refrigerated warehousing and 
distribution services. It offers food industry 
customers a full range of temperature-controlled, 
integrated supply chain management services 
including warehousing, food processing, 
inventory management, less-than-truckload 
transportation, warehouse-based distribution 
and direct-to-store distribution services. 

The Company operates 23 warehouses and 
distribution facilities providing approximately 
57.8 million cubic feet of refrigerated and frozen 
storage capacity in key Canadian markets and in 
Washington State. 


During 1998, the Company continued its 
strategy to develop a National Network through 
completion of the third phase of development at 
its Walker Center facility near Toronto. This 
expansion added 3.3 million cubic feet (approxi- 
mately 12,000 pallet positions) of convertible 
freezer/cooler capacity, bringing total facility 
capacity to 8.6 million cubic feet (approximately 
36,000 pallet positions). At the same time, the 
Foothills facility was sold for proceeds of $4.9 
million in order to rationalize space in Calgary 
and to redeploy capital to investments that yield 
greater value to shareholders. This completes the 
Company’s rationalization of its transportation 
facilities, leaving only one dedicated 
transportation facility. 


The Company also invested $1 million to upgrade 
its Lethbridge, Alberta facility in conjunction with 
a $4.5 million expansion of Maple Leaf’s adjacent 
processing plant. The project, which resulted in a 
five-week shutdown in the first quarter, increased 
capacity by 25% and equipped the plant to 
produce battered potato products. During the 
subsequent start-up period, production was 
slowed which resulted in less profit contribution 
from this operation in 1998. 


Further initiatives were taken to redeploy 

capital from smaller less-efficient operations, to 
investments that provide better prospect of value 
for shareholders. These include the relocation 
and integration of transport operations from a 
leased facility to an existing warehouse operation 
in Edmonton. In addition, the Company sold 

1.5 acres of surplus land in Winnipeg. 


The Company also embarked on a $1.5 million 
productivity program during 1998, as part of its 
strategy to become a more effective and efficient 
service provider. This initiative focuses on 
partnering with customers and employees 

to increase productivity, while maintaining an 
acceptable level of service. Together with 
Versacold’s integration and expansion initiatives, 
it is anticipated that this productivity program 
will support growth in revenue and cash flow. 


REVIEW OF OPERATING RESULTS 
Fiscal 1998 Compared to Fiscal 1997 


For the twelve months ended December 31, 1998, 
Versacold’s revenues increased by 10% to $117.8 
million from $107.1 million in 1997. The strong 
packaged goods market, expansions in Toronto 
and Calgary, and additional transportation 
services combined to lift sales to record levels for 
the second consecutive year. 


Cash flow derived from operations for 1998 

was $13.5 million ($1.40 per share) compared 

to $13.3 million ($1.37 per share) in 1997. The 
increase in cash flow can be attributed to a similar 
increase in direct profit contribution, which 
increased to $34.8 million from $33.7 million in 
1997. The improvement in revenues, profit 
contribution and cash flow reflects continued 
benefits flowing from Versacold’s strategies. Profit 
margins decreased from 31.5% to 29.5% due to 
the $1.5 million investment in the productivity 
program, and the costs of launching new 
customers and Walker Phase III in 1998. 


The $1.5 million in costs relating to Versacold’s productivity program include consulting and 

related expenses and will not be incurred in 1999. However, further savings toward the targeted 20% 
improvement in productivity flowing from this program are expected to be realized in 1999. Excluding the 
productivity program costs, cash flow would have been $15.0 million ($1.55 per share), an increase of 13% 
compared to $13.3 million ($1.37 per share) in 1997. 


Excluding 
productivity 
($ millions except per share calculations) As reported change costs change 
Sales $117.8 10% $117.8 10% 
Direct profit contribution 34.8 3% 36.3 8% 
Direct profit contribution (percentage of sales) 29.5% -2.0 pts 30.8% -0.7 pts 
Cash flow per share 1.40 2% 1.55 13% 
Earnings per share 0.42 0.51 9% 


As indicated by the following quarterly results, Versacold’s 1998 results showed steady improvement in cash 
flow per share, when adjusted to exclude costs of the productivity programs. 


Sales Cash flow per share 
Excluding 
productivity 

$ million change Reported change changes 

ist Quarter $26.1 10% $0.20 -33% $0.24 
2nd Quarter 29.7 12% 0.40 11% 0.46 
3rd Quarter 30.8 7% 0.41 8% 0.43 
4th Quarter 31.2 11% 0.39 18% 0.42 
Full year 117.8 10% 1.40 2% ARS 


Adjusted to exclude the productivity program 
costs, the Company has now achieved three 
consecutive quarters of cash flow per share gains 
averaging 23% on a revenue gain of 10%. These 
gains were achieved despite costs related to rapid 
expansion, the learning curve associated with 
new customers, employees, services and space, 
and costs for productivity improvements at the 
corporate level. 


Net income was $4.0 million ($0.42 per share) 
compared to $4.5 million ($0.47 per share) in 
1997. Net income in both years includes the 
effect of net gains on the disposal of assets of 
$0.02 per share. Net asset gains in 1998 reflect the 
write-off ($0.04 per share) of certain computer 
systems in anticipation of their replacement in 
1999 as a result of the Company’s Year 2000 plan 
and operational enhancements . The decrease in 


net income year-over-year can 

be primarily attributed to the increase in 
depreciation ($1.4 million) resulting from the 
Company’s expansion program and the increase 
in General and Administrative (G & A) expenses 
($0.4 million) relating to improvement actions at 
the corporate level. After adjusting for the asset 
gains in both years and the productivity program 
costs, net income increased to $4.8 million 
($0.50 per share) in 1998 from $4.4 million 
($0.45 per share) in 1997. 


Free cash flow represents the internally generated 
cash available to fund growth opportunities and 
distributions to shareholders. Free cash flow 
declined from $8.5 million ($0.88 per share) in 
1997 to $7.0 million ($0.73 per share) in 1998. 
This decrease resulted primarily from a 
significant increase in accounts receivable. 


SALES 


Versacold’s 1998 growth in sales reflects 

general strength in the packaged goods sector 
and increased revenues from the Company's 
expansions in Toronto and Calgary. In addition, 


revenues benefited from new customer contracts. 


During 1998, a number of long-term agreements 
to provide warehousing and distribution 
services were reached with customers including 
Overwaitea Food Group, Pillsbury Canada 
Limited, Kellogg Canada Inc., J.M. Schneider 
Inc., Costco Wholesale Canada, Baskin-Robbins 
Canada and Ocean Fisheries. Most of these 
opportunities became available as a result of the 
additional capacity at Great Plains and Walker 
and through the increased distribution capabili- 
ties offered by the National Network. 


As indicated in the chart below, the Company’s 
business has shifted significantly from seasonal 
and cyclical commodities in 1990 to the more 
stable packaged foods in 1998. 


Meat and Poultry 
Fish and Seafood 

MH Fruit and Vegetable 
[] Packaging and other 


Fruit commodity revenues, although a smaller 
percentage of total revenue in 1998, increased 
year-over-year reflecting berry crop yields that 
were close to those of a normal year. The 
improved berry crop yields resulted from the 
maturity of additional acreage planted three 
years ago. Versacold’s targeted marketing of 
services and better utilization of facilities further 
enhanced revenues from berry crops. 


Vegetable commodity revenues were down 

in 1998 due to the five-week shutdown and 
subsequent ramp up for the expansion in 
Lethbridge. Revenues lost in this period were 

not recouped during 1998 as demand for the 
product did not materialize as expected, however, 
major new customer contracts had been secured 
by the end of the year. 


As anticipated, salmon revenues were again low 
due to a reduced Pacific fishery. In response, the 
Company continues to reduce its reliance on 
salmon and has redeployed space to packaged 
goods. 


DIRECT PROFIT CONTRIBUTION 


Increased revenue contributed to a higher 
overall profit contribution, as did increased 
labour productivity gains and energy savings. 
Higher than expected costs reflect rapid 
expansions in Calgary and Toronto, and the 
learning curve associated with new space, 
services, employees and customers. The $1.5 
million investment in the productivity program 
incurred between February and November 1998 
further depressed profit contribution. These 
investments are already generating savings that 
should continue to improve cash flow in the 
future. 


GENERAL AND 
ADMINISTRATIVE EXPENSES 


The increase in G & A expenses reflects the 
Company’s continued investment in tools, 
processes and people that support the operations 
of the Company. During the year $0.5 million 
was invested in corporate projects that are 
focused on improving the quality of information 
and.how it is handled. These projects will 
contribute to improved financial results in the 
future. In addition, the Company embarked on a 
program to standardize best practices across the 
country. Scheduled for implementation in the 
second half of 1999, this program will enhance 
customer service and effectiveness. 


G & A expenses for 1998 represent 7.3% of 
revenue compared to 7.6% in 1997. This reflects 
the Company’s commitment to controlling 

G & A expenses even while investing in new 
productivity programs. 


DEPRECIATION AND AMORTIZATION 


Depreciation and amortization increased from 
1997, as follows: 


($ millions) 998 1997 
Capital assets $ 6.3 $6.4 

Deferred 
financing charges 0.8 0.6 
Goodwill 0.2 0.2 
$7.3 | $5.9 


Depreciation of capital assets increased due to 
an overall increase in capital assets, including the 
Great Plains and Walker expansions. The 
amortization of deferred financing charges also 
increased due to costs associated with the 
additional financing negotiated in 1997, and an 
accelerated amortization of certain deferred 
charges. 


INTEREST EXPENSES 


Interest expenses decreased from $11.8 million in 
1997 to $11.7 million in 1998 as a result of rate 
reductions on the US debt. 


OTHER INCOME 


Other income includes pre-tax gains on the 
disposal of assets, asset write downs and the 
effects of foreign exchange, and can be broken 
down as follows: 


($ millions) 
Gain on sale of assets 


Asset write downs 
Other 


(0.1) 


The gain on sale of assets resulted primarily 
from the sale of the Foothills facility in Calgary 
and the sale of vacant land in Winnipeg. 

The Foothills facility sale contributed net 
proceeds of $4.9 million and was part of a 
program to rationalize space in the Calgary 
area and to redeploy capital to investments 
with higher potential shareholder value. 


As a result of the Company’s Year 2000 plan and 
the need for greater operational functionality, 
two key computer systems are slated for replace- 
ment by the second half of 1999. The write down 
of the book value of these assets was $0.6 million 
before taxes. 


INCOME TAXES 


The basic tax rate remains unchanged from 

the prior year at 36%. However, as a percentage 
of income before income taxes, taxes have 
increased to 44% in 1998 from 43% in 1997. 
The increase occurs because certain components 
of tax such as large corporations’ tax and the tax 
effect of certain permanent differences do not 
vary significantly with changes in income. As 
income decreases, the tax impact of these items 
remains fairly constant, resulting in an overall 
increase in the effective tax rate. More detail on 
income taxes and tax rates is provided in the 
Notes to the Consolidated Financial Statements. 


CASH FLOW 


Management maintains the view that, due to 

the unique characteristics of the industry and the 
Company, cash flow is a better measure of 
corporate performance than earnings. Cash flow 
from operations represents the cash generated by 
the operations of the Company after adjusting 
for non-cash items such as depreciation, 
amortization and deferred taxes. 


($ millions) 1997 1996 1995-1994 += 199319921991 
Net Income from $4.5 $16 $66 $48 $42 $15 $0.8 
Deferred income tax 2.4 3.1 1.4 (Aes 27, 0.5 0.6 0.6 
(Gain) loss on sale of assets (Gra) (0.3) 0.1 (1.6) - (1.2) - - 
Depreciation and amortization vis} 5.9 5.9 5.0 3.5 Deg 2.9 2.4 
Special charges eS - 2.6 - - - - - 
Cash flow from operations 13.4 13.2 11.6 14.1 11.0 5.6 5.0 3.8 
Changes in working capital (4.6)| (.2) 2.8 (2.1) (3.2) Be 0.5 (0.7) 
Sustaining capital expenditures (14.5) (4.9) (1.9) (1.5) (0.5) (0.6) (0.5) 
Free cash flow $85. $42.58). 540.9 $6.3 $83 $49 $2.6 


As shown in the table above, the Company 
remains in a position where cash flow is consis- 
tently higher than net income. This reflects that 
the Company is not currently “cash” taxable and 
that sustaining capital expenditures are less than 
depreciation. 


Cash flow from operations has improved 

slightly from 1997. The increase was achieved in 
spite of the $1.5 million productivity program 
investment and an increase in G & A expenses 
resulting from improvement initiatives at the 
corporate level. Free cash flow has declined from 
1997 largely due to the increased levels of 
accounts receivable. 


Working capital represents the movement, year- 
over-year, of current assets and current liabilities. 
In 1998, accounts receivable were $5.2 million 
greater than in 1997, reflecting the timing of 
collections ($3.7 million) and the effect of higher 
fourth quarter revenues ($1.5 million). An action 
plan has been implemented which will address 
the timing of collections. It is anticipated that 
receivables will be back to acceptable levels by the 
end of 1999. 


The Company spent $1.8 million on sustaining 
capital in 1998, up $0.3 million from 1997. 

‘To maximize the scope for expansion capital 
investment, sustaining capital was managed at as 
low a level as prudently required to maintain the 
existing capital base. 
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The Company’s cash flow from operations 

and free cash flow have grown at compounded 
annual rates of 17.3% and 13.5% respectively for 
the eight-year period ended December 31, 1998, 
despite the costs of launching new customers and 
Walker Phase III. It was the recognition of this 
cash flow progress and proceeds from the sale of 
assets that funded the expansion in Toronto. 


LIQUIDITY AND CAPITAL RESOURCES 


In 1998, the Company continued with its 
expansion program, completing Phase III of 

the Walker facility in Toronto at a cost of $6.7 
million. In conjunction with a $4.5 million 
investment by a major potato processor, the 
Company upgraded its Lethbridge facility at a 
cost of $1 million to handle increased output. 
The Company also completed its integration of 
transportation and warehousing services in 
Edmonton by expanding one of the locations at a 
cost of $0.8 million. The Edmonton expansion is 
expected to be complete early in 1999 at a total 
cost of $1.1 million. 


The Company maintained its dividend policy at 
$0.20 per share totaling $1.9 million. 


(§ millions) 
SOURCES 
Free cash flow $ 7.0 $ 8.5 
Changes in cash/short 
term debt - | $12.2 
Disposal of capital assets 5.0 Val 
Net change in long-term debt 0.8 6.3 
Other - 0.1 
Bomzcn| $28.2 
USES 
Expansion capital $ (10.4) | $ (26.3) 
Dividends (1.9) (1.9) 
Other (0.5) : 
$ (42.8) | $ (28.2) 


As shown in the above table, the majority of the 
funding required for 1998 came from free cash 
flow and the proceeds on the sale of assets. This 
reflects the Company’s commitment to managing 
its resources in recognition of cash flow progress. 


At the end of the year, the Company had net 
bank indebtedness of $2.3 million. Total 
long-term debt was $124.5 million compared 
with $123.4 million in 1997. The majority of the 
long-term debt matures on October 31, 1999 and 
has therefore been recorded as current. 
Consolidated debt as a percentage of total capital 
including deferred income taxes is down 1% 
from 59% in 1997 to 58% in 1998. During 1998, 
the operating line was increased from $10 million 
to $12 million, and at the end of the year the 
Company had $6.1 million of un-utilized 
operating line. 


MANAGEMENT’S OUTLOOK 


In recent years, the Company has implemented 
successive stages of an overall strategy to increase 
value. In 1998, the Company implemented 
programs to improve productivity and the 
effective use of resources while benefiting from 
expansions. In 1999, the Company will continue 
to realize benefits from these programs and will 
begin putting the resources in place to support 
future growth. 


OPPORTUNITIES AND 
STRATEGIES FOR GROWTH 


In the food industry, the trend toward 
outsourcing warehousing and distribution 
continues to grow. The food industry is also 
turning to third party service providers for an 
expanded range of supply chain management 
services. 


Versacold is responding to these trends. The 
Company's objective is to increase shareholder 
value by providing a growing number of 
customers with innovative logistics solutions that 
deliver cost-efficient, quality refrigerated services. 
As part of this strategy, the Company continues 
to expand its capacity and services in key 
distribution hubs. It is developing new supply 
chain services that improve service and reduce 
overall costs to customers. It is also tightening 
management of operations. Combined, these 
strategies are expected to increase cash flows and 
provide enhanced value for shareholders. 


INVESTMENTS 


In 1999, the Company will continue to 
implement productivity and efficiency initiatives 
that create future benefits for Versacold and its 
customers. The costs of these initiatives are 
expected to be offset by the gains they generate. 


Total capital spending is expected to decrease in 
1999, compared to the two previous record years, 
as a result of reduced expansion capital needs. 
The reduction in expansion capital will be 
partially offset by increased sustaining capital 
spending which includes the replacement of two 
operational computer systems. 
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FINANCING 


At December 31, 1998, Versacold had a secured 
term debt facility of $116.3 million. This debt 
facility matures on October 31, 1999, and the 
Company is now assessing options for future 
capital structure. 


Versacold’s objective is to create an optimal 
structure that provides flexibility, competitive 
cost of capital and the ability to finance future 
growth. Market conditions will play a role in 
determining the capital structure of the 
refinanced debt. 


SUMMARY 


With the National Network in place and the 
Company on its way to becoming a low-cost 
service provider, Versacold expects to generate 
increased cash flow in 1999. The Company will 
continue to invest in tools, processes and people 
that support its operations, and that will 
continue to improve cash flows beyond 1999. 


N 
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YEAR 2000 


The Year 2000 issue exists because some 
computers and computer applications use 
two-digit fields to designate the year. This can 
lead to incorrect results when computer software 
performs arithmetic operations, comparisons or 
data filed sorting involving years later than 1999. 


Versacold has adopted a very structured, 
project-based approach to Year 2000 compliance, 
and has undertaken a formal review of its 
entire computer, refrigeration control and 
communications systems. The Company has 
already identified some systems that are not 
compliant and has taken steps to either replace 
these systems or make the necessary changes to 
ensure their compliance. The cost of these 
changes is not expected to be significant. Where 
possible, those systems that are said to be 
compliant are being tested. 


With regard to its customers and vendors, the 
Company has undertaken a survey of the major 
ones and is currently evaluating the responses 
received to date. 


The Company believes the Year 2000 issue will 
not have a material effect on operations. Due to 
the general uncertainty inherent in the Year 2000 
issue, however, there can be no assurance that all 
Year 2000 issues will be foreseen and corrected, 
or if foreseen, corrected on a timely basis, or 
that no material disruption to the Company’s 
business or operations will occur. Further, the 
Company’s expectations are based on the 
assumption that there will be no general failure 
of external local, national or international 
systems (such as power, communications or 
transportation systems) necessary for the 
ordinary conduct of business. There can be no 
assurance that successful contingency plans can, 
in fact, be developed or implemented to deal 
with such failures. 


Management’s Report 


The consolidated financial statements of Versacold Corporation have been prepared by the management 

and approved by the Board of Directors of the Company. Management is responsible for the preparation and 
presentation of the information contained in these financial statements and other sections of this Annual 
Report. The Company maintains appropriate systems of internal control, policy and procedures which provide 
management reasonable assurance that assets are safeguarded and the financial records are reliable and form a 
proper basis for preparation of financial statements. 


The Company’s independent auditors, KPMG LLP, have been appointed by the shareholders to express a 
professional opinion on the fairness of these consolidated financial statements. Their report is included below. 


The Board of Directors ensures that management fulfills its responsibilities for financial reporting and 
internal control through an Audit Committee. This committee reviews the consolidated financial statements 
and reports to the Board of Directors. The auditors have full and direct access to the Audit Committee. 


Ide 
Lionel G. Dodd Janice M. Comeau 
President and Chief Executive Officer Vice-President and Chief Financial Officer 


Auditors’ Report | 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the consolidated balance sheets of Versacold Corporation as at December 31, 1998 and 1997 
and the consolidated statements of income, retained earnings and changes in financial position for the years 
then ended. These financial statements are the responsibility of the Company’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall consolidated financial statement 


presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 1998 and 1997 and the results of its operations and the changes 
in its financial position for the years then ended in accordance with generally accepted accounting principles. 
As required by the Company Act (British Columbia), we report that, in our opinion, these principles have been 


applied on a consistent basis. 


Kb RAP) 


Chartered Accountants 
Vancouver, Canada 
February 15, 1999 
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Consolidated Balance Sheets 


December 31, 1998 and 1997 (thousands of dollars) 1997 


ASSETS 


Current assets: 


Accounts receivable 19,207 14,004 
Prepaid expenses 659 596 
Income taxes recoverable - 259 
19,866 14,859 

Advances (note 3) 408 211 
Capital assets (note 4) 205,642 203,834 
Goodwill and deferred charges (note 5) B52 4,219 


$ 229,168 $ 223,123 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 


Bank indebtedness (note 6) $ 2,260 $ 2,450 
Accounts payable and accrued liabilities 10,423 10,608 
Income taxes payable 120 - 
Deferred revenue 1,822 1,359 
Current portion of long-term debt 117,856 3,944 
132,481 18,361 
Long-term debt (note 7) 6,696 119,437 
Deferred income taxes 26,539 24,142 
165,716 161,940 
Shareholders’ equity: 

Capital stock (note 8) 47,281 47,120 
Cumulative translation account 554 540 
Retained earnings 15,617 13,523 
63,452 61,183 

Commitments (note 12) 

Uncertainty due to the Year 2000 Issue (note 15) 


$ 229,168 $ 223,123 
See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


awh, 7 (war 


Sam Gudewill Frederick R. Wright 


Director Director 
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Consolidated Statements of Income 


Years ended December 31, 1998 and 1997 (thousands of dollars except per share calculations) 


1997 


SALES $ 117,765 $ 107,073 
Direct profit contribution 34,764 33,707 
General and administrative expenses 8,570 8,158 
Depreciation and amortization WDD 5,926 
Interest on long-term debt 11,656 11,807 
Taxes, other than income 4A5 391 
27,993 26,282 

6,771 7,425 

Other income (note 4) 378 546 
Income before income taxes 7:149 7:971 
Income taxes (note 10) 3,123 3,423 
Net income $ 4,026 $ 4,548 
Earnings per share (note 2(f)) $ 0.42 $ 0.47 


See accompanying notes to consolidated financial statements. 


Consolidated Statements of Retained Earnings 


Years ended December 31, 1998 and 1997 (thousands of dollars) 1997 


Retained earnings, beginning of year $ 13,523 $ 10,904 
Net income 4,026 4,548 
Dividends (1,932) (1,929) 
Retained earnings, end of year $ 15,617 $ 13,523 


See accompanying notes to consolidated financial statements. 
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Consolidated Statements of Changes in Financial Position 


Years ended December 31, 1998 and 1997 (thousands of dollars except per share calculations) 


1997 


CASH PROVIDED BY (USED IN): 


Operations: 
Net income $ 4,026 $ 4,548 
Items not involving cash 
Depreciation and amortization 7,322 5,926 
Loss (gain) on disposal of capital assets (268) (278) 
Deferred income taxes 2,397 3,066 
Cash flow from operations 13,477 13,262 
Changes in non-cash operating working capital (4,609) (3,219) 
8,868 10,043 
Financing: 
Issuance of common shares (note 8) 161 88 
Dividends (1,932) (1,929) 
Repayment of long-term debt (3,962) (4,157) 
Issuance of long-term debt 4,712 10,439 
Foreign exchange (216) 85 
(1,237) 4,526 
Investments: 
Decrease (increase) in advances (197) 510 
Purchase of capital assets: 
Acquisitions and expansion capital (10,433) (26,285) 
Sustaining capital (1,833) (1,546) 
Proceeds on disposal of capital assets 5,047 1,070 
Increase in goodwill and deferred charges (25) (557) 
(7,441) (26,808) 
Increase (decrease) in cash net of bank indebtedness 190 (12,239) 
Cash net of bank indebtedness, beginning of year (2,450) 9,789 
Cash net of bank indebtedness, end of year $ (2,260) $ (2,450) 
Cash flow from operations per share (note 2(f)) $ 1.40 $ 1.37 


See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


YEARS ENDED DECEMBER 31, 1998 AND 1997 


The Company is incorporated under the laws of the Province of British Columbia. Its principal 
business activities include warehousing, freezing, processing and distributing food. 


1. BASIS OF PRESENTATION: 


The consolidated financial statements include the accounts of the Company and its subsidiaries, 
all of which are wholly-owned. All significant inter-company accounts and transactions have been 
eliminated. 


2. SIGNIFICANT ACCOUNTING POLICIES: 


Capital assets are stated at cost. Depreciation and amortization is provided over the estimated useful 
lives as follows: : 


Asset Basis Rate 
Buildings Sinking fund Ml 
Processing equipment Straight-line 5% 
Portable warehouse equipment Declining balance 20% 
Automotive equipment — Declining balance 30% 
Leasehold improvements Straight-line 10% 
Office, furniture and equipment Declining balance 20% 
Computer hardware Straight-line 33.3% 
Computer software Straight-line 20% 


* Buildings are depreciated using the sinking fund basis which provides for a depreciation 
charge of a fixed annual amount increasing at the rate of 5% per annum over a period of 35 years. 


Goodwill is recorded at cost less accumulated amortization and is being amortized on a straight-line 
basis over 20 years. 


Deferred financing costs are being amortized over the same term as the related debt facility. 


Deferred revenue represents amounts for future services that are not recognized in income until the 
service is provided. 


The Company’s wholly-owned United States subsidiary is considered to be a self-sustaining 
foreign operation. Accordingly, its assets and liabilities are translated into Canadian dollars at the 
exchange rate in effect at the balance sheet date, and its revenues and expenses are translated into 
Canadian dollars at the weighted average exchange rate for the year. Gains or losses on translation 
are deferred as a separate component in shareholders’ equity. 
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Earnings and cash flow from operations per share have been calculated based on the weighted average 
number of common shares outstanding during the years presented. Cash flow from operations is 
before changes in non-cash operating working capital. 


Management has made a number of estimates and assumptions relating to the reporting of 

assets and liabilities and the disclosure of contingent assets and liabilities to prepare these financial 
statements in conformity with generally accepted accounting principles. Actual results could differ 
from these estimates. 


3. ADVANCES: 


Advances is comprised of two loans to an officer of the Company. The first loan was used by the 
officer to purchase a principal residence and is secured by the residence. The second loan was used 
by the officer to purchase shares of the Company and is secured by the shares and a promissory note. 
Both loans are non-interest bearing and are repayable in periodic instalments due over a period to 
2005. 


4. CAPITAL ASSETS: 


1998 1997 

Accumulated Net book Net book 

(thousands of dollars) Cost depreciation value value 
Land St 72072 $ = 17,072") 4) 47625 
Buildings 190,313 20,053 170,260 168,865 
Equipment 31,713 13,752 17,961 15,445 
Leaseholds 232 141 91 58 
Construction in progress 258 = 258 1,838 


$ 239,588 $ 33,946 $ 205,642 $ 203,834 


During the year, the company recorded a write down of $614,000 to remove the net book value 
of two key computer systems slated for replacement to upgrade the operational functionality and to 
attain Year 2000 compliance. This amount is included in other income. 


At December 31, 1998 the Company estimated costs to complete construction in progress to be 
$300,000 (1997 - $7,300,000). 


5. GOODWILL AND DEFERRED CHARGES: 


(thousands of dollars) 1998 1997 
Goodwill $ 4,489 $ 4,489 
Deferred financing costs 2,134 2,134 
Other deferred charges 521 659 
7,144 7,282 

Less accumulated amortization (3,892) (3,063) 
NS es i252 Seee2i9 
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CREDIT FACILITIES: 


The Company has available a committed operating line of credit for up to $12 million, bearing 
interest at prime plus 0.25% per annum. At December 31, 1998, $3.8 million was drawn and an 
additional $2.1 million was securing letters of credit. 


In addition, the Company has available a lease line of credit for up to $1 million. The interest on this 
line of credit is fixed at the draw date. This line had not been drawn at December 31, 1998. 


Security provided for these credit facilities includes an assignment of trade account receivable for the 
committed operating line and equipment subject to lease under the lease line of credit. 


LONG-TERM DEBT: 


(thousands of dollars) 1998 1997 


Secured term loan, bearing interest at 10.599% per 
annum, repayable in monthly blended instalments 
of $709,803, final principal due October 31, 1999 $ 66,980 $ 68,554 


Secured term loan, bearing interest at 9.412% per 
annum, repayable in monthly blended instalments 
of $340,020, final principal due October 31, 1999 34,293 35,209 


Loan, bearing interest at six month LIBOR plus 1.75% 

per annum, fixed every six months, interest payable 

monthly and principal repayments of $337,326 

(U.S. $220,000)payable annually, final principal due 

December 1, 2002 5,949 5,865 


$15 million revolving term loan, bearing interest at the 
rate of prime plus 1% or bankers acceptance rate plus 
2.12%, at the Company’s option, final principal due 


October 31, 1999 15,000 10,300 
Capital lease obligations 2,330 3,453 
124,552 123,381 

Less current portion (117,856) (3,944) 
$ 6,696 $ 119,437 


The secured term loans and revolving term loan are secured by the following: 


$110,000,000 in demand debentures issued under a trust indenture providing for a principal 
amount of up to $220,000,000 creating a fixed and floating charge on all assets owned by the 
Company and certain subsidiaries; and 


an assignment of rents due to certain subsidiaries. 


Term loan provisions specify that aggregate annual dividends and repurchases of capital stock 
cannot exceed 50% of the preceding year’s net income without the consent of the term lenders. 
With respect to the term loans maturing in 1999, the Company expects to be able to obtain 
satisfactory financing arrangements. 
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The loan totaling $5,949,000 (U.S. $3,880,000) (1997 - $5,865,000 (U.S. $4,100,000)) is repayable 
in U.S. dollars. The loan is secured by a first deed of trust on all the assets and property owned by a 
subsidiary and an assignment of leases and rents of that subsidiary. 


At December 31, 1998, the aggregate repayments of principal on long-term debt and capital lease 
obligations due within the next five years are as follows: 


(thousands of dollars) 


1999 $ 117,856 
2000 1,233 
2001 526 
2002 4,937 
2003 - 

$ 124,552 


8. CAPITAL STOCK: 


50,000,000 Common shares, without par value 
20,000,000 Preferred shares, without par value, issuable in series 


(thousands of dollars) Number of shares Amount 
Balance at December 31, 1996 9,642,905 $ 47,032 
Issued on exercise of options 9,800 88 
Balance at December 31, 1997 9,652,705 $ 47,120 
Issued on exercise of options 17,900 161 
Balance at December 31, 1998 9,670,605 $ 47,281 


Pursuant to two Directors, Officers and Employees Stock Option Plans, the Company has granted 
options to acquire up to 726,500 common shares as at December 31, 1998, as follows: 


Number of shares Expiry date Option price 
44,500 May 22, 2002 $ 9.000 
50,000 August 26, 2002 10.200 
87,500 May 21, 2003 11.900 
50,000 August 25, 2003 10.950 
55,000 November 30, 2003 9.000 
95,500 January 31, 2004 9.000 
5,000 January 31, 2004 9.450 
59,000 March 31, 2005 9.000 
200,000 June 5, 2005 10.750 
10,000 January 30, 2006 10.125 
50,000 August 26, 2006 9.050 
10,000 February 26, 2008 10.500 
10,000 April 6, 2008 12.000 
726,500 
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9. PENSION PLAN: 


10. 


11. 


a2: 


The Company has a defined contribution registered retirement savings plan covering substantially all 
employees. The Company also offers certain executive officers a choice between a defined contribution 


plan or a defined benefit pension plan. 


INCOME TAXES: 


The provision for income taxes is at an effective rate which differs from the basic corporate tax rate for 


the following reasons: 


(thousands of dollars) 


Provision for taxes 


Increase resulting from: 
Large corporations tax 


Permanent difference in depreciation and 
amortization arising on business combination 


Other 


Income taxes 

Comprised of: 
Current 
Deferred 


FINANCIAL INSTRUMENTS: 


1998 

36.0% Sa 2-5 74 
5.2% 373 
2.5% 176 
43.7% $ 3,123 
$ 726 

2,397 

Sirs 123 


36.0% 


4.5% 


3.1% 
(0.7%) 


42.9% 


1997 
2,870 


358 
246 
(51) 


3,423 


357 
3,066 


3,423 


The carrying values of current financial assets and liabilities approximate their fair values due to the 
relatively short periods to maturity of the instruments. 


The carrying value of the Company’s long-term debt also approximates its fair value, as the secured 
term loans which bear interest at fixed rates, mature on October 31, 1999. As at December 31, 1997, 
the fair value of the Company’s long-term debt, calculated by discounting the future cash flows of the 
debt instruments at the estimated yield to maturity at the balance sheet date for the same or similar 


instruments, was estimated at $128,100,000. 


COMMITMENTS: 


A subsidiary of the Company rents a cold storage facility and land under long-term operating 


leases which expire in 2011 and 2010, respectively. The land lease is subject to renegotiation of rent 
every three to 10 years. In addition, various other contractual operating lease obligations have been 


included in the schedule below. 
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13. 


14. 


15. 


At December 31, 1998, the future minimum operating lease payments for the next five years and in 
aggregate thereafter are as follows: 


(thousands of dollars) 


1999 $ 1,978 
2000 1,938 
2001 1,802 
2002 1,863 
2003 1,759 
thereafter 12,878 

$ 22,218 


SEGMENTED INFORMATION: 


Versacold has two operating segments being the National Distribution Network, consisting of 
four distribution hubs, Montreal, Toronto, Calgary and Vancouver, and Warehouse Operations 
which includes the remaining centres. They are managed separately to ensure focus on their key 
strategies. However, each segment provides similar products and services, serves similar customers 
and has similar cash flows and economic characteristics. Therefore these segments have been 
aggregated for financial disclosure purposes. 


COMPARATIVE FIGURES: 


Certain comparative figures have been reclassified to conform with the current year’s presentation. 


UNCERTAINTY DUE TO THE YEAR 2000: 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to 
identify a year. Date sensitive systems may recognize the year 2000 as 1900 or some other date, resulting 
in errors when information using year 2000 dates is processed. In adddition, similar problems may arise 
in some systems which use certain dates in 1999 to represent something other than a date. The effects 
of the Year 2000 Issue may be experienced before, on, or after January 1, 2000, and, if not addressed, the 
impact on operations and financial reporting may range from minor errors to significant systems 
failure which could affect an entity’s ability to conduct normal business operations. It is not possible 

to be certain that all aspects of the Year 2000 Issue affecting the entity, including those related to the 
efforts of customers, suppliers, or other third parties, will be fully resolved. 
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Unaudited Ten Year Summary Information 


($ 000’s except per share calculations) 


Key Ratios 
Value Ratios 
Cash flow per share (CFPS $) 
Net income per share (EPS $) 
Revenue per share ($) 
Free cash flow per share ($) 
Book value per share ($) 


Price cash flow ratio 
(based on year end price) 


Cash flow return on equity (%) 
Net income return on equity (%) 
Dividends per share ($) 
(Note 2) 
Proportionate to Revenue 
Direct profit contribution (%) 
EBITDA (%) 
General & administrative (%) 
Debt 
Debt/total capital (%) 
Interest coverage by EBITDA 
(Note 3) 


Operations 
Revenue ($) 
(Note 4) 
Direct profit contribution ($) 
General & administration ($) 
Net income before special 
charges and sale of assets ($) 
Net income ($) 


EBITDA 


Cash flow ($) 
Free cash flow ($) 


Annualized Rates of Growth 
Revenue (%) 
Direct profit contribution (%) 
Net income before sale of assets (%) 
Net income before 
sale of assets per share (%) 
Cash flow from operations (%) 


Cash flow from operations 
per share (%) 


1997 1996 1995 1994 1993 1992 1991 1990 1989 | 
1.37 dpe Shyla} 1.13 (Note 1) 
0.47 0.16 0.68 0.55 0.85 
11.10 10.43 10.73 9.08 10.69 
0.88 1.30 1.04 0.73 1.67 
6.34 6.07 6.05 6.10 5.35 
8.36 6.49 7.24 8.01 9.73 
2292 19.8 25.3 27.8 47.7 
7.6 27, 11.8 12.0 35.7 
0.20 0.10 - - - 
» 
Bul SBS 31.7° 30.1 31.6 30.6 Wipe figpe se 7) 
23.86 25.08 25.25 23.61 24.45 24.47 36.05 38.70 43.89 
7.6 8.5 6.5 6.6 7.1 6.1 11.1 10.5 9.4 
59.1 59.6 60.1 64.8 56.2 82.4 85.4 
2.16 2.19 2.18 2.33 2.29 1.78 1.56 Agel Aezls 
5 |107,073 100,355 104,687 78,123 53,302 49,490 25,728 23,880 25,154 
| 33,707 33,704 33,191 23,550 16,831 15,139 12,127 11,747 13,392 
8,158 8,530 6,762 5,131 3,801 3,030 2,851 2,505 2,353 
4,370 4,204 5,563 4,768 3,000 1,483 822 1,604 1,783 
4,548 1,568 6,604 4,768 4,225 1,483 822 1,560 1,783 
1] 25,549 25,174 26,429 18,447 13,030 12,109 9,276 9,242 11,039 
13,262 11,616 14,123 10,987 5,647 5,009 3,750 4,854 6,024 
8,497 12,468 10,140 6,306 8,309 4,918 2,560 5,572 5,166 
6.7 “4.1 34.0 46.6 Hey ea YA Wei 5.1 8.5 
0.0 1.5 40.9 39.9 11.2 24.8 322.3 OL2 
4.0 -24.4 16.7 58.9 102.3 80.4 -48.8 -10.0 74.8 
37 234 29 7.9 94.7 (Note 1) 
wines <lyixey Pes 94.6 12.7 33.6 «= -22.7,——=19.4 36.5 
1322-16-06 eso 13.3 8.7 (Note 1) 


Note1 Prior to December 1993, Versacold Corporation was a private company. 

Note 2 Dividends of $0.05 per share were paid in each quarter beginning September 30, 1996. 

Note 3 “EBITDA” means earnings before interest, taxes, depreciation and amortization. EBITDA excludes sale of assets in 1993, 
1995, 1997 and 1998 and special charges in 1996. 

Note 4 Certain numbers have been restated to conform with the current year’s presentation. 
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Unaudited Eight Year Summary Information 


($ 000’s except per share calculations) 1997 1996 1995 1994 1993 1992 1991 


Property, plant and equipment ($) 205,642 | 203,834 181,909 177,278 170,671 61,781 50,693 50,577 
Additions to property, 
plant and equipment 


Sustaining ($) 1,833 1,546 1,940 1,892 1,498 477 601 450 
Expansion ($) | 10,433 26,285 9,170 9,063 15,307 6,039 604 4,153 
Total assets ($) 229,168 | 223,123 210,499 209,278 207,617 98,745 65,131 63,979 
Long-term debt ($) 124,552 : 123,381 117,099 118,254 125,136 50,566 49,220 49,902 
Shareholders’ equity ($) 63,452 61,183 58,391 59,032 52,473 26,672 (2,994) (4,189) 
Working capital ratio 07, | 0.81 1.31 1.51 1.10 3.09 1.37 fed 


Share Information 
Weighted average number 


of shares outstanding 9,661 9,646 9,625 9,756 8,603 4,988 (Note 1) 
Share price 

High ($) 12.40 1223 Oe LO}5 OME 2.001 2-05 mmmndd.00 

Low ($) 9.00 6.65 7.85 9.13 9.25 9.00 

Y/E closing ($) 9.90 11.45 72O 50.5 OlOr2 5 OO 


Cash flow multiple 
(based on year end price) Fo). | 8.36 6.49 7.24 8.01 9.73 
Daily average volume traded 661 8,366 12,010 2,550 6,154 5,068 


Other Information 
Number of facilities 23 24 26 28 28 13 12 12 


Note 1 Prior to December 1993, Versacold Corporation was a private company. 


Unaudited Quarterly Financial Information 


($ 000’s except per share calculations) 


ist Quarter 2nd Quarter 3rd Quarter 4th Quarter Full Year Total 

three months three months three months three months 1998 

ended ended ended 
March 31, 1998 June 30, 1998 Sept. 30, 1998 Dec. 31, 1998 

Sales $ 26,035 $ 29,720 $ 30,773 $ 31,237 |iSuaig7e5 
Direct Profit Contribution 7,134 9,334 9,333 8,963 34,764 
Cash flow 1,995 3,833 3,911 3,738 13,477 
Cash flow per share 0.20 0.40 0.41 0.39 1.40 
Net Income 51 1,207 1,920 848 4,026 
Earnings per share 0.01 0.12 0.20 0.09 0.42 
Free cash flow 4,083 (859), 1,920 1,891 7,035 
Free cash flow per share 0.42 (0.09) 0.20 0.20 0.73 


Sales 
($000's) 
(for the three months ended) 


March 31 


1998 : 26,035 
1997 2: 


Earnings per share 


(for the three months ended) 
March 31 


1998 } 
1997 Tpseeppeees09) 


December 30 


1998 ppermmenomecerc se 31,237 
8 


September 30 
1998 ere: 22 


1997 7, 


December 30 


1998 2 0.09 
1997 + 


Cash flow per share 


(for the three months ended) 


March 31 
1998 2 0.20 
1997 0.30 
June 30 
1998 I 0.40 
1997 5 0.36 
September 30 
1998 7 0.41 
1997 Ez 0.38 
December 30 
1998 I 0.39 
1997 I : PS 0.33 
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